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GERMAN DEMOCRATIC REPUBLIC: KEY ECONOMIC INDICATORS 
(1) 


(Money values in millions of GDR marks except where noted 





Planned 
% Change % Change 


(2) 1980/79 1981/80 


1979 1980 ‘>? 








Population (thousands) 16,740 16,730 -0.1 NA 
Produced National Income 166,900 173,910 
Government Revenues 140, 633 160,652 


/ 


Government Expenditures 140,223 160,283 
Industrial Investment 26,663 271,730 
Industrial Worker Productivity - - 

Retail Turnover, Manufactured Goods 47,076 49,776, 


Retail Turnover, Foodstuffs 48,634 50,034 
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Net Income of Population 118,000 121,300 
Government Price Subsidies in 
Consumer Sector 1D 2d 16,853 
Production of: 
Machine Tools (million marks) 23305 2,506 
Polyvinylchloride (thousand tons) 190 256 
Lignite Coal (million tons) 256 258 
Electric Power (Gwh) 96,845 98,782 


Estimated Foreign Trade (millions of US gy; (4) 
Total Turnover 34,445 37,890 


Imports from non-Communist 
Countries 6,361 NA 


Exports to non-Communist 
Countries 4,384 


NOTES: 


(1) The GDR mark (M) is a non-convertible currency officially pegged at 1:1 
with the West German Deutsche Mark (DM). However, Western banks exchange 
the two currencies at a rate between 4M and 5M = 1DM. The GDR mark's 
relation to the US $ depends on the exchange rate used and fluctuations 
in the dollar-DM ratio. 


Some figures differ from those reported in previous Trends Reportsdue to 
revisions by the GDR Central Statistical Administration. 


Preliminary figures 


Embassy estimates 





SUMMARY: RAPID GROWTH PLANNED, BUT PROBLEMS PERSIST 


The German Democratic Republic turned in one of its best economic 
performances in recent years in 1980, as overall growth went 

over 4 percent. The 1981-85 Five-Year Plan foresees even 
stronger annual growth rates. A ten-point strategy for achieving 
this goal is designed to boost productivity and increase economic 
efficiency through the introduction of new industrial technology. 
Ambitious programs for the expanded use of industrial robots and 
microelectronics are key components of this strategy. 


The persistent economic problems facing the German Democratic 
Republic may make the realization of these plans difficult. 

The higher cost of raw materials imports will be a drag on the 
GDR economy, which survives by importing raw materials and 
exporting finished and semi-finished products. Inflationary 
pressures generated by domestic consumer policy will also be 

a source of difficulty, and the economic disruption in Poland 
may force alterations in trade policy and investment priorities. 


The German Democratic Republic should remain a strong market 

for U.S. agricultural commodities, despite long-range plans to 
reduce grain imports. Non-agricultural trade, although small, 
has been growing. U.S. exporters hoping to increase their 
market shares should offer products which will help GDR industry 
raise productivity and conserve raw materials. 


ECONOMIC REBOUND IN 1980 


The 1980 economic performance of the German Democratic Republic 
was considerably improved over that of 1979. Produced National 
Income (PNI), a general statistical yardstick for Soviet Bloc 
economies roughly equivalent to a GNP calculation without 
services and depreciation, climbed by 4.2 percent in 1980. 

This compared to 3.6 percent growth the previous year and made 
1980 only the second year of the 1976-80 Five-Year Plan in 
which PNI rose by more than 4 percent. 


Much of the credit for this relatively strong showing can be 
traced to the emphasis on improving economic efficiency. GDR 
leaders have claimed that 90 percent of 1980's PNI increase 

was derived from gains in worker productivity. Significant 
improvement was also made in the conservation of raw materials 
and fuels. For example, the consumption of primary energy 
sources actually decreased in 1980 despite increased production. 
Another factor helping to strengthen the economy was the 
continuing formation of new Kombinats, large-scale industrial 
organizations which help to fix responsibility and to improve 
management efficiency in the country's centrally planned economy. 





A STRATEGY FOR THE 80s 


The 1981-85 Five-Year Plan foresees continued rapid growth 
through greater efficiency. At a time when economic planners 
in some other Soviet Bloc countries are predicting economic 
slowdowns, GDR authorities have confidently forecast an annual 
PNI growth of 5.5 percent over the next five years. In April 
1981, the ruling Socialist Unity Party announced a ten-point 
economic strategy, which it hopes will result in the achievement 
of this optimistic goal. The strategy is designed to: 


Emphasize advancement in science and technology; 
Boost productivity; 

Improve product quality; 

Conserve raw materials and energy; 

Stress cost effectiveness; 

Modernize industry through robotization and 
microelectronics; 

Invest only in projects that save more worker 
positions than they create; 

Offer the consumer more and better goods; 

Pursue a high rate of economic growth; and 
Reinvest a large share of the national income in 
new production equipment and upgrading the 
population's skills. 


The underlying theory of the ten-point program is that by using 
new industrial technology to raise worker productivity the German 
Democratic Republic can produce more from less, thereby achieving 
rapid overall growth and a better living standard for the popu- 
lation. Worker productivity is supposed to grow by 28 to 30 
percent over the next five years, and the ratio of raw materials 
and fuels consumed to manufactured goods produced is expected 

to decline by over 5 percent a year. The immediate, practical 
effects of the renewed drive to improve efficiency have been 
strong pressures for import substitution, particularly of 
domestic lignite coal for other fuels, calls for further 
processing of manufactured goods so that more finished goods 

and less semi-finished goods can be exported, and a push for 
rapid introduction of automation equipment into GDR factories. 


KEY INDUSTRIES 


As a result of the emphasis on automation, the most popular 
buzzwords among GDR economic officials have been "industrial 
robots" and "microelectronics." They hope to put 40,000 to 
45,000 industrial robots into operation over the next five 
years; only 220 were employed in GDR industry in 1980, a year 
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which also saw the GDR launch its own domestic production 
with the first 40 robots. The output of microelectronic com- 
ponents in 1985 is supposed to be double that of 1980. The 
German Democratic Republic will attempt to rely on its own 
research and development resources as much as possible in 
working toward these goals. 


The machine tool industry, already one of the most important 
sectors of the economy, will continue to expand. The production 
of cutting and cold forming machine tools is expected to grow 
about 60 percent during the 1981-85 Five-Year Plan. GDR planners 
hope that electronically controlled equipment will account for 

50 percent of total machine tool production in 1985. 


Another important sector, the chemical industry, is also looking 
forward to continued growth, with output growing by a third over 
the next five years. Most of this growth will be derived from 
the. introduction of new production equipment and the construction 
of efficient new plants. In the metallurgical industry, a pilot 
plant for the manufacture of aluminum from domestic raw materials 
will be commissioned in 1982. 


PROBLEMS PERSIST 


Many outside observers believe that the economic goals the 
German Democratic Republic has set for itself will be difficult 
to meet. They point out that PNI has not grown at a 5 percent 
annual rate since the early 1960s and that the persistent 
structural problems which have been a drag on the economy are 
unlikely to disappear anytime soon. The most basic difficulty 
is that the country has a highly industrialized processing 
economy which imports raw materials and exports finished or 
semi-finished products, and so is particularly sensitive to 
fluctuations in raw materials prices and foreign demand for 
its products. 


The heavy reliance on the Soviet Union for raw materials has 
provided some insulation from rising prices since, as a member 
of the Council for Economic Mutual Assistance (CEMA), the 
German Democratic Republic has been able to purchase Soviet 
raw materials at an artificially low price determined by a 
five-year moving average of world market prices. By the end 
of the last decade, however, the high world commodity prices of 
the mid-and late 1970s began to carry more weight in the 
pricing formula. In addition, the German Democratic Republic 
has been put on notice that the annual quantities of most raw 
materials imports from the USSR during each of the next five 
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years will be frozen at 1980 levels. This applies also to 
Soviet oil, which has traditionally made up over 90 percent 
of total GDR oil imports. The net effect of these develop- 
ments is that the GDR import bill for raw materials increased 
rapidly in the late 1970s and will probably continue to do so 
during the current decade. One Western estimate forecasts 
that payments to the USSR for fuels will rise by 25 percent 
in 1981 alone. 


The German Democratic Republic has been unable to offset fully 
its rising import costs through concomitant increases in export 
earnings, with the primary limiting factor being a scarcity of 
economic inputs which can be used to increase the production 

of exportable products. The country has been suffering froma 
labor shortage while its industrial plant is aging in some 
sectors and has little excess capacity. There has been some 
investment in new industrial plant with an eye toward producing 
more export goods, but financial resources available for such 
investment are not adequate to meet the needs. The 2.5 percent 
growth. in investment for industrial projects scheduled for 1981 
is less than half the average annual increase chalked up during 
the 1976-80 Five-Year Plan. 


DOMESTIC INFLATION 


Domestic consumer policy is also a source of difficulty. In 
the 1970s the annual wage increase of a typical worker averaged 
3.5 percent while the prices of basic goods and services were 
kept artificially low through government subsidies. Most of 
the increase in consumer buying power was apparently soaked up 
by purchases of standard consumer durables in the early and 
mid-70s, but as the decade wore on and more families found 
their fundamental needs satisfied, the demand for "luxury" 
items naturally increased. The need to reserve higher-quality 
manufactured goods for export and restrict hard currency 
imports combined to preclude the appropriate increases in the 
supply of "luxury" consumer goods. The resulting gap between 
consumer demand and available supply led to internally 
generated inflationary pressure. 


The GDR leadership has apparently recognized the danger inherent 
in this situation, since for the last two years the value of 
retail trade turnover has increased at a faster rate than the 
net income of the population. Inflationary pressure is likely 
to continue, however, since the price subsidy policy will be 
maintained and average wages are scheduled to increase by 

20 percent during the 1981-85 Five-Year Plan. 





THE POLISH FACTOR 


Poland has traditionally been an important source of hard coal, 
coke, and some manufactured goods for the German Democratic 
Republic, but in 1980 trade between the two countries declined 
by 4 percent, and the figures for 1981 will probably reveal 
even greater dislocations. A commodity breakdown of GDR-Polish 
trade is not available, but it is generally believed that coal 
shipments from Poland dropped dramatically late in 1980, making 
it necessary for the German Democratic Republic to accelerate 
the conversion of hard coal power plants to domestic soft 
lignite coal and purchase hard coal from the West for hard 
currency. 


Although there has been no large-scale Polish-style labor unrest 
in the German Democratic Republic, the regime could not have 
failed to note that consumer dissatisfaction played a role 

in triggering the labor disputes which have plagued its eastern 
neighbor. As a result, GDR economic planners may feel it 
necessary to continue devoting funds to the domestic consumer 
sector which otherwise might have been diverted to areas of 

the economy producing for export. 


AGRICULTURE 


Production results for GDR agriculture in 1980 were mixed for 
crops and strong for livestock and poultry. Despite weather- 
related problems, grain production reached 9.6 million metric 
tons -- the third largest crop on record and 8.6 percent above 
1979 results. Grain quality and feeding value were depressed 
by weather conditions during the harvest. Other crops, such as 
potatoes, sugar beets, and hay, suffered from the effects of 
unusual weather, which reduced both output and quality. Only 
through additional grain imports was it possible to achieve 
production gains from the previous year for meat, milk, and 
eggs in 1980. Also, total feed demand increased with record 
animal inventories and a particularly large increase in hog 
numbers. 


Growth in the agricultural sector is expected to be moderate 
to slow. A primary goal is to increase domestic feed pro- 
duction to enable a decrease in grain imports by 1985 of 

1 million tons. With annual grain imports from all sources 
in recent years reaching about 3 million tons, this would be 
a significant decline. It is possible, however, that growth 
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in demand for grain has been underestimated. Increases in 
meat, milk, and egg production, even at the moderate levels 
called for, will likely generate enough extra demand for feed 
that it will be difficult to actually reduce grain imports. 


Future capital investment plans in the agricultural sector are 
modest compared to the 1970s. The emphasis during the coming 
years will be on achieving more effective utilization of 
existing investments. A basic change can also be seen in the 
new policy to renovate and modernize old barns rather than to 
construct more large, industrial-type livestock and dairy 
operations. 


FOREIGN TRADE AND FINANCE 


Slightly over half of GDR exports are classified as machinery 
or transportation equipment, with manufactured consumer goods 
accounting for 15 percent of exports and chemical products 
for 1l percent. Machinery and transportation equipment also 
make up a third of all imports. Over half of import expendi- 
tures go for the purchase of fuels, other raw materials, and 
feedstuffs. 


As a rule of thumb, in recent years GDR foreign trade has been 
split into three roughly equivalent shares among the Soviet 
Union, other communist countries in CEMA, and the rest of the 
world. GDR economic planners intend to alter this composition 
only slightly in coming years, with the USSR share rising to 
40 percent and the portion going to other CEMA countries falling 
to about 30 percent, leaving another 30 percent share for the 
remaining trading partners, According to official GDR sta- 
tistics, about a third of total GDR trade with industrialized 
Capitalist countries was taken by the Federal Republic of 
Germany and West Berlin in 1979, the last year for which such 
figures are available. This percentage may decline slightly 
as the German Democratic Republic seeks to diversify its 
Western markets. Austria, Japan, and France appear to be 

the countries most likely to gain increased market shares. 


Official GDR statistics do not break foreign trade turnover 
down into exports and imports. Western analysts have generally 
concluded that the German Democratic Republic has run a hard 
currency account deficit for several years. The 1979 deficit, 
estimated at almost $2 billion, the larcest ever. 

Although GDR statistics on 1980 trade are still incomplete, 
preliminary indications are that the hard currency deficit 

was somewhat smaller than in 1979. 
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The German Democratic Republic has financed most of its hard 
currency deficit with supplier credits provided by Western 
governments at concessionary rates and with syndicated loans 

on the Euromarket. In addition, an interest-free overdraft 
facility known as the "swing credit," set up by the Federal 
Republic of Germany to finance inter-German trade, provides 

a credit line worth approximately $380 million. The size of 
this facility is up for renegotiation in late 1981. Another 
factor which has helped to soften the impact of current account 
deficits is the large fees received from the Federal Republic 
of Germany in return for postal, road, rail, and other services, 
and the hard currency from visa fees paid by Western visitors. 


In addition to syndicated loans, the GDR also engages in short- 
and medium-term borrowing with individual banks. It enjoys 

a reputation for prompt payment of all its principal and 
interest obligations. Net indebtedness to Western financial 
institutions was about $8 billion at the beginning of 1981, 
with a debt/service ratio of approximately 51 percent. 


IMPLICATIONS FOR THE UNITED STATES 


AGRICULTURE: The German Democratic Republic bought approxi- 
mately $534 million of U.S. agricultural products in 1980, 


including those products transshipped through third-country 
ports. This was an increase of $164 million over the previous 
year's purchases. Corn made up over two-thirds of these 
imports. Other agricultural commodities purchased from the 
United States were soybeans, soybean meal, wheat, barley, hides 
and skins, fresh lemons, and cotton linters. Although one of 
the stated long-term goals of GDR economic planners is to 
reduce the import of feedstuffs, their country is likely to 
remain a strong market for U.S. agricultural goods for the 
foreseeable future. 


NON-AGRICULTURAL TRADE: According to U.S. statistics, direct 
U.S. exports of non-agricultural products came to about $26 
million in 1980 while direct imports from the German Democratic 
Republic were $44 million. Although growth in: non-agricultural 
trade has been hampered by the absence of Most Favored Nation 
treatment for GDR goods imported into the U.S. and lack of 
Export-Import Bank financing for U.S. exports, the value of 
direct non-agricultural trade has almost quadrupled since 
diplomatic relations between the two countries were established 
in late 1974. 
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Industrial robots and microelectronics are likely to be two 

of the most promising GDR growth sectors in the next five 
years, and American companies are among the leaders in both 
fields. Although the German Democratic Republic will attempt 
to cover its needs in both areas through domestic production 

as much as possible, its industry has neither the capacity nor 
the technology to satisfy all of the country's needs. U.S. 
manufacturers who establish early contact will be well situated 
to fill any gaps in GDR production that appear during the 
1981-85 Five-Year Plan. Careful market development and patience 
at the beginning of the plan period will be prerequisites for 
success in later years. 


In addition to robots and microelectronics, producers of other 
equipment which boosts productivity or helps conserve raw 
materials should find attractive markets in the German 
Democratic Republic. There appears to be significant interest 
in production monitoring and process control equipment. U.S. 
exporters of production equipment should aim their efforts at 
those GDR manufacturers who produce for export. The machine 
tool, chemical, and medical equipment industries are three 
export-oriented industries which appear to be promising targets 
for U.S. exporters. 


With the exception of an aluminum plant to be commissioned in 
1982, it is not yet clear how many or what kind of turnkey 
plants the German Democratic Republic may purchase over the 
next five years. However, several foreign firms have recently 
concluded contracts for the construction of complete plants, 
and these may provide opportunities for American companies to 
win sub-contracts or "spin-off" business. Among the turnkey 
projects on which work has already begun or will start soon 
are an LD-process steel converter plant being built by 
Voest/Alpine of Austria, a clutch manufacturing plant to be 
supplied by the Japanese firm C. Itoh & Co., and a factory 

for the forging of truck parts to be built by another Japanese 
company, Marubeni Corporation. 


Assuming that hard coal deliveries from Poland continue to be 
lower than expected, the German Democratic Republic may need 

to find other sources of hard coal until its program of 
converting industrial coal consumers to domestic lignite coal 

has been completed. As a result, there may be a one- or two-year 
"window" when hard coal purchases from Western countries will 

be higher than the average of recent years. The German 
Democratic Republic has bought hard coal from American exporters 
in the past and may increase its coal imports from the United 
States in the future. 





=} i+ 


DOING BUSINESS WITH THE GDR: U.S. companies selling in the 
GDR market will face strong pressure to accept payment in 

some form of “countertrade." While it will probably be possible 
to conclude contracts worth less than $1 million on a strictly 
cash basis, the German Democratic Republic is certain to 
insist that countertrade provisions be incorporated into 
larger contracts. U.S. firms which hope to export to this 
country may also be asked to help arrange favorable financing 
for larger cash purchases. In such cases, American companies 
with European-based subsidiaries may find it advantageous to 
engage the services of their European offices for some of 
their business with the German Democratic Republic. GDR manu- 
facturers will be seeking to expand their export markets in 
coming years, and U.S. corporations with marketing organiza- 
tions in countries where there is no GDR commercial presence 
may be able to identify interesting opportunities for joint 
activities in third markets. 


The semiannual Leipzig Trade Fairs are used by many U.S. firms 
as the vehicle for entering and developing the GDR market. 

The U.S. Department of Commerce and the United States Embassy 
to the German Democratic Republic will organize a catalog 
exhibit at the 1981 Leipzig Fall Fair around the theme 
"Production for the Petrochemical Industry." A major exhibit 
on "Industrial Electronics and Instrumentation," emphasizing 


production control equipment and industrial robots, will be 
mounted at the 1982 Leipzig Spring Fair. Tentative plans are 
being laid for a special sales seminar of American firms to 
take place in the spring of 1982; the probable theme for this 
seminar is "Medical Equipment and Technology." 


In October 1981, the U.S. and GDR bilateral Trade and Economic 
Councils, composed of leading figures in industry and commerce 
from both countries, will meet in the United States to discuss 
further strengthening of bilateral commercial relations. 


Further information on the GDR economy and assistance in 
arranging commercial contacts can be obtained from the German 
Democratic Republic desk officer at the United States 
Department of Commerce. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING «(2 2c overess bases 
fat Pay E E < i Overseas Business Reports (OBR’s)—40 
LI F LDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels @ market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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